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Title  24 — Housing  and  Urban 
Development 

CHAPTER  VIII— LOW  INCOME  HOUSING, 

DEPARTMENT  OF  HOUSING  AND  UR¬ 
BAN  DEVELOPMENT 

[Docket  No.  R-76-326] 

PART  890 — ANNUAL  CONTRIBUTIONS 
FOR  OPERATING  SUBSIDY 

Gubpart  A — Performance  Funding  System 

The  Department  gave  notice  on  Jan- 
uaiT  15,  1976,  at  41  PR  2344  of  certain 
amendments  to  the  Interim  Rule  pub¬ 
lished  AprU  16.  1975,  at  40  FR  17008,  and 
of  its  determination  that  the  require¬ 
ments,  procedures  and  rules  set  forth  in 
the  Interim  Rule  should  continue  in 
effect  for  at  least  one  full  year  prior  to 
further  revision  to  provide  actual  ex¬ 
perience  upon  which  to  base  decisions 
on  the  comments  received  regarding  the 
Interim  Rule. 

The  Department  received  more  than 
30  comments  from  interested  parties  both 
within  and  outside  the  Department  in 
response  to  the  Interim  Rule.  All  com¬ 
ments  were  subsequently  considered  in 
light  of  the  experience  gained  during  the 
first  full  year  of  experience  under  the 
Performance  Funding  System  (PPS).  A 
discussion  of  the  principal  changes  and 
of  the  more  recurrent  and  significant 
comments  is  set  forth  below. 

1.  Sections  890.104  and  890.108(a)  have 
been  revised  to  establish  the  cost  of  a 
required  biennial  Independent  Public 
Accountant  (IPA)  audit  as  a  separate 
factor  in  the  calculation  of  the  amount 
of  operating  subsidy  for  which  each 
PHA  qualifies. 

2.  Section  890.105(a)  has  been  revised 
to  include  two  additional  operating  ex¬ 
penditure  exclusions  from  the  Base  Year 
Expense  Level  so  that  the  Base  Year 
Expense  Level  will  be  more  representa¬ 
tive  of  a  normal  year’s  operational  level. 

3.  Section  890.105(b)  has  revised  the 
Formula  for  the  computation  of  the  For¬ 
mula  Expense  Level.  The  Urban  Insti¬ 
tute,  after  analyzing  the  results  of  the 
first  year’s  experience  under  PFS,  has 
developed  this  revised  Formula,  which 
has  suF>erior  statistical  properties  over 
those  of  the  original  Formula  (i.e.,  the 
accuracy  of  pTedicting  actual  expenses  is 
greater  with  the  revised  Formula) .  One 
of  the  factors  used  in  the  revised  Formula 
is  the  HUD  approved  Fair  Market  Rent 
•for  an  existing  nonelevator  two-bed¬ 
room  unit  developed  for  use  in  the  Sec¬ 
tion  8  Housing  Assistance  Payments 
Program.  Many  of  the  public  comments 
suggested  that  the  inclusion  of  such  a 
factor  would  strengthen  the  Formula, 
therefore,  it  was  tested  in  the  Formula, 
and  adopted  after  it  was  proven  that  it 
did  increase  the  accuracy  of  the  compu¬ 
tation  of  the  Formula  Expense  Level. 
Another  significant  change  has  been  im¬ 
plemented  by  the  revised  Formula  in  the 
method  of  calculating  the  average  bed¬ 
room  size.  A  value  of  cme  has  been  as¬ 
signed  to  efficiency  units,  which  is  the 
same  as  the  value  assign^  to  one-bed- 
ro<xn  imits.  In  addition,  the  area  served 
is  to  be  measured  by  the  population  of 
the  Standard  Metropolitan  Statistical 


Area  (SMSA)  rather  than  the  popula¬ 
tion  of  the  city, 

4.  Section  890.105(b)  has  also  been 
revised  to  establish  the  new  weights  of 
the  Formula  which  PHAs  shall  use  to 
compute  their  Formula  Expense  Level 
for  PHA  fiscal  years  beginning  Octo¬ 
ber  1, 1976,  January  1, 1977,  April  1, 1977, 
and  July  1, 1977. 

5.  Section  890.105(e)  has  been  revised 
to  establish  a  procedure  by  which  PHA’s 
eligible  for  Transition  Funding  (over 
range  PHAs)  in  the  PHA  fiscal  years 
beginning  October  1,  1975,  January  1, 
1976,  April  1,  1976  or  July  1.  1976,  may 
calculate  a  revised  Allowable  Expense 
Level  for  these  years  as  a  basis  for  calcu¬ 
lation  of  subsidy  eligibility  for  subse¬ 
quent  fiscal  years.  The  revised  Allowable 
Expense  Level  is  calculated  by  comput¬ 
ing  a  revised  Formula  Expense  Level 
using  the  new  Formula  described  in 
§  890.105(b).  The  revised  Allowable  Ex¬ 
pense  Level  will  be  applicable  to  the 
above  mentioned  PHAs  for  fiscal  years 
beginning  April  1,  1976,  July  1, 1976,  Oc¬ 
tober  1,  1976,  and  January  1,  1977,  and 
then  updated  for  all  fiscal  years  there¬ 
after.  PHAs  with  fiscal  years  beginning 
April  1,  1976,  and  July  1,  1976,  may  be 
entitled  to  additional  operating  subsidy, 
and,  if  so,  this  additional  subsidy  wiU  not 
be  paid  until  HUD  has  established  the 
total  operating  subsidy  requirement  for 
Federal  fiscal  year  1977,  and  has  deter¬ 
mined  that  there  is  sufficient  funds  avail¬ 
able  to  the  Department  in  1977  to  first 
pay  1977  obligations  for  subsidy.  The  jus¬ 
tification  for  revising  tJie  Formula  is  dis¬ 
cussed  in  paragraph  3  above. 

6.  Section  890.107  has  been  revised  to 
redefine  a  “new  project’’  for  computation 
of  the  Utilities  Expense  Level.  The  defini¬ 
tion  of  a  “new  project’’  has  been  ex¬ 
panded  to  cover  any  project,  where  there 
is  utility  consumption  or  a  specific  type 
of  delivery  for  only  a  part  of  the  Utilities 
Base  Consumption  Period  (Base  Period) . 
This  has  been  done  in  order  to  prevent 
distortion  of  the  Base  Period. 

7.  Section  890.108(b)  has  been  revised 
to  delete  the  category  of  non-dwelling 
units  as  a  specific  group  to  be  considered 
under  this  section.  Costs  attributable  to 
nondwelling  units  are  considered  in  the 
amount  established  as  the  Allowable  Ex¬ 
pense  Level  by  virtue  of  their  inclusion 
in  the  Base  Year  Expense  Level. 

8.  Section  890.108(d)  has  been  added, 
which  sets  forth  the  provisions  governmg 
payments  of  operating  subsidy  in  addi¬ 
tion  to  that  amoimt  approvable  under 
§  890.104  of  these  regvQaUons.  The  addi¬ 
tional  operating  subsidy,  payable  at  the 
discretion  of  the  Secretary,  is  limited 
to  costs  beyond  the  control  of  the  PHA 
after  the  PHA  has  utilized  all  reasonably 
available  resources  of  its  own,  and  must 
be  within  the  fimds  available  to  the 
Department. 

9.  Section  890.109(b)(1)  has  been  re¬ 
vised  to  require  the  PHA  to  use  the  most 
current  data  available  at  the  time  of  the 
submission  of  the  requested  operating 
budget  to  compute  the  estimated 
monthly  dwelling  rental  charge  instead 
of  the  monthly  dweUing  rental  charge 
as  shown  on  the  rent  roll  prepared  for 


the  month  which  is  six  months  before 
the  beginning  of  the  Requested  Budget 
Year. 

10.  Section  890.109(b)  (3)  has  been  re¬ 
vised  to  permit  the  calculation  of  the 
average  percentage  of  occupancy  to  re¬ 
flect  the  removal  of  dwelling  units  from 
the  Rent  Roll  which  have  been  vacated 
for  modernization  purposes. 

11.  Section  890.110(c)  has  been  levred 
to  require  each  PHA  that  received  orer- 
ating  subsidy,  except  those  PHAs  that 
received  operating  subsidy  solely  for 
IPA  audits,  to  submit  a  year-end  adjust¬ 
ment  regarding  the  Utility  Expense  I  cvel 
approved  for  operating  subsidy  eligibility 
purposes.  'This  adjustment,  which  will  be 
based  upon  the  difference  between  actual 
utility  expense  and  consumption  and  the 
estimates  for  each,  will  be  submitted  on 
the  PHA’s  fiscal  year  basis. 

12.  Section  890.110(e)  has  been  modi¬ 
fied  to  permit  the  HUD  Field  Office  to 
schedule  the  recovery  of  overpayments 
of  operating  subsidies  in  those  cases 
where  lump-sum  recovery  would  cause  a 
severe  financial  hardship  on  the  PHA. 

13.  Section  890.111  has  been  expanded 
to  clarify  the  use  oT  operating  subsidy 
payable  under  the  PFS  to  augment  the 
operating  reserve.  The  title  of  the  Sec¬ 
tion  has  been  changed. 

14.  Section  890.114  has  been  added  to 
set  forth  the  requiranent  of  the  U.S. 
Housing  Act  of  1937  (USH  Act) ,  as 
amended  by  the  Housing  and  Community 
Development  Act  of  1974,  which  provides 
that  as  a  condition  of  eligibility  for  a 
PHA  to  receive  operating  subsidy,  the 
aggregate  rentals  required  to  be  paid  in 
any  year  by  families  residing  in  the 
dwelling  units  shall  not  be  less  than  an 
amount  equal  to  one-fifth  of  the  sum 
of  the  incomes  of  all  such  families. 

15.  Section  890.115  has  been  added  to 
set  forth  the  requirement  tiiat  PHAs  re¬ 
ceiving  operating  subsidy  pursuant 'to  the 
provisions  of  PPS,  must  be  in  compliance 
with  section  207(A),  Part  H,  of  the  An¬ 
nua^  Contributions  Contract,  regarding 
the  reexamination  of  tenants  in  occu¬ 
pancy. 

The  Department  of  Housing  and  Ur¬ 
ban  Development  has  determined  that 
an  Environmental  Impact  Statement  is 
not  required  with  respect  to  this  Pinal 
Rule.  'The  Finding  of  Inapplicability  is 
available  for  inspection  wi^  the  Rules 
Docket  Clerk,  Office  of  tiie  Secretary,  De¬ 
partment  of  Housing  and  Urban  Devel¬ 
opment,  Room  10141,  451  Seventh  Street, 
SW.,  Washington,  D.C. 

Accordingly,  Title  24,  Part  890,  Annual 
Contributions  for  Operating  Subsidy, 
Subpart  A.  Performance  Funding  System 
is  amended  to  read  as  follows : 

Subpart  A — Peiformance  Funding  System 
Sec. 

800.101  Purpose — Qeneral  policy  of  Per¬ 

formance  Funding  System. 

890.102  'Definitions. 

890.103  AppUcability  of  Performance  Fund¬ 

ing  System. 

890.104  Determination  of  amount  of  Op¬ 

erating  Subsidy  under  PFS. 

890.105  Computation  of  Allowable  Expense 

Level. 

890.106  Transition  Funding  for  excessively 

high-cost  PHAs. 


FEDERAL  REGISTER,  VOL.  41,  NO.  246 — TUESDAY,  DECEMOER  21,  1976 


RULES  AND  REGULATIONS 


55677 


Sec. 

890.107  Ck>mputatlon  of  Utilities  Expense 
Iievel. 

890.106  OtlMT  Costs. 

890.109  Projected  <^>emUng  Income  Level. 

890.110  Bequests  for  adjustments. 

890.111  Operating  Reserves. 

890.112  Operating  Budget  submission  and 

approval. 

890.113  Pamnents  procedure  for  Operating 

Subsidy  under  PFS. 

^  890.114  Payments  of  Operating  Subsidy 
conditioned  upon  Certilication  of 
Bent-Inoome  Balio. 

890.115  Payments  of  Operating  Subsidy 
conditioned  upon  reexamination 
of  Incomes  of  Pamllies  in  Occu¬ 
pancy. 

Authoritt:  Sec.  9,  United  States  Housing 
Act  of  1937.  (42  U.S.C.  1437g);  sec.  201(b), 
Housing  and  Community  Development  Act 
of  1974,  (42  U.S.C.  1437  note);  sec.  7(d), 
Department  of  HUD  Act,  (ti  U.S.C.  3635(d) ) . 

Subpart  A — Performance  Funding  System 

§  890.101  Purpose— funeral  policy  of 
Performance  Funding  System. 

(a)  Implementation  of  section  9(a). 
The  purpose  of  this  subpart  is  to  estab¬ 
lish  standards  and  policies  for  the  dls- 
taribution  of  operating  subsidy  in  accord¬ 
ance  with  section  9(a)  of  the  United 
States  Housing  Act  of  1937,  42  4CT.S.C. 
1437g.  Section  9(a)  authorizes  the  Sec¬ 
retary  of  Housing  and  Urban  Develop¬ 
ment  (HUD)  to  make  annual  contribu- 
ti(»is  for  the  operation  of  low-income 
housing  projects  (operating  subsidy). 
Section  9  (a)  fiuilier  provides : 

For  the  purpoees  of  making  payments 
under  this  seoU^  the  Secretary  shall  estab¬ 
lish  sfandards  tor  costs  of  operation  and  rea¬ 
sonable  projections  of  Inoome,  taking  Into 
aoootint  the  character  and  location  of  tiie 
project  and  chara^ristics  of  the  families 
served,  or  the  costs  of  providing  oompaiwble 
sendees  as  determined  In  accordance  with 
criteria  or  a  formula  representing  the  op¬ 
erations  a  prototype  well-managM 
project.  ^ 

Pursuant  to  section  9(a),  this  subpart 
eetaUishes  standards  for  costs  pro¬ 
viding  oomparaUe  servloes  as  deter¬ 
mined  In  accordance  with  criteria  or  a 
fCMimda  representing  the  operations  of  a 
prototype  wdl-managed  project.  These 
standards,  policies  and  procedures  are 
caned  the  Performance  Pund^  System 
(PPS).  The  provisions  of  PPB  are  In¬ 
tended  to  recognise  and  ^ve  an  Incmtive 
for  efficient  and  economical  manage¬ 
ment  and  to  avoid  the  expenditure  (tf 
Federal  funds  to  compensate  for  exces¬ 
sive  costs  attrlbutaUe  to  poor  or  ind¬ 
olent  management.  PFS  is  intended  to 
provide  the  Incentive  and  financial  dis- 
ciidine  tor  excessively  high-cost  PHAs  to 
Improve  their  managemrat  efficiency. 
PPS  Includes  provision  for  transttlm 
funding  ot  additkmal  operating  siAsidy 
for  such  PHAs  to  assist  them  in  the 
transition  to  Improved  p^ormance. 

(b)  Background.  The  HDD  Act  of  1969 
initially  authorized  the  payment  of 
operating  subsidy.  The  Conference  Re¬ 
port  (Na  91-740)  submitted  with  the 
HUD  Act  of  1969  made  it  dear  that  Con¬ 
gress  was  “♦  •  •  deeply  e(mcmied  over 


cases  of  lax  management  in  many  public 
housing  projects  which  have  led  to  high 
operating  costs,  deterioration  of  property 
and  an  intolerable  enviremment  for 
families  who  live  there.”  The  Senate  Re¬ 
port  on  the  HUD  ^H>ropriations  Bill  for 
1972  expressed  Congress’  concern  over 
“spiraling  contributions  payments.”  On 
November  22,  1972,  the  Department  is¬ 
sued  Circular  HM  7475.12,  “Subsidies  for 
Operations;  Low-Bent  Public  Housing 
Program.”  That  Circular  set  forth  the 
Interim  Formula  System  for  determina¬ 
tion  of  the  amount  of  c^ierating  subsidy 
payments.  PPS  replaced  the  Interim 
Formula  System  for  PHA  fiscal  years 
commencing  on  and  after  April  1,  1975. 
PFS  is  the  result  of  an  ext^isive  study 
and  effort  by  HUD  to  develop  a  long- 
range  system  for  the  distrffiution  of 
operating  subsidy  in  acccnrdance  with 
section  9(a)  of  the  United  States  Hous¬ 
ing  Act  of  1937,  as  amended. 

(c)  Overview  of  PFS.  (1)  The  Per¬ 
formance  Funding  Sjrstem  for  the  cal¬ 
culation  of  operating  subsidy  is  designed 
to  provide  the  amoimt  of  opmutlng  sub¬ 
sidy  which  would  be  needed  for  well- 
managed  projects.  That  amount  is  deter¬ 
mined  by  the  difference  betwe^  the 
projected  expenses  and  projected  operat¬ 
ing  income  of  the  PHA,  both  computed  In 
accordance  with  this  Sulg^art  A. 

(2)  Projected  expenses,  other  than 
utilities  and  the  ^pensas  allowed  under 
§  890.108  are  determined-  in  accordance 
with  S  890.105  vhlch  provides  tor  com¬ 
putation  of  the  PHA’s  “AUowaUe  Ex¬ 
pense  Levdl.”  The  Allowable  IbqDense 
Level  is  based  upon  the  PHA’s  approved 
budget  expense  levd  dur^.fhe  year 
prim:  to  its  entering  the  FFB  {wstem.  A 
PHA  whose  “Base  Year  Bapense  Level” 
is  above  the  Allowalde  Bqpense  Level  will 
qualify  for  Transition  FhndiBg  as  pro¬ 
vided  in  i  890.106. 

(3)  The  projected  Utilities  Expense 
Level  is  computed  separatdy,  as  prmdded 
in  S  890.107,  based  up<m  tbePHA's  actual 
past  level  of  consun^on  of  utilities  and 
based  upon  current  rates. 

(4)  Projected  mierattng  Income  (pri¬ 
marily  dwdllng  rental  inomne)  is  com¬ 
puted  in  accordance  with  i  800.109. 
Dwelling  roital  Income  is  projected  based 
upon  the  rental  charges  shown  in  the 
PHA's  rent  rolls,  increased  by  a  trend 
factor  (subject  to  updating)  of  three 
percmit  (3%),  and  multiplied  by  the 
PHA’s  estimated  percmitage  oi  occu^ 
pancy.  In  accordance  with  section  9(b) 
of  the  USH  Act,  a  conditlcm  to  receiving 
operating  subsidy  is  that  the  aggregate 
rental  as  required  to  be  charged  in  any 
year  to  families  residing  In  dwellkg 
units  administered  by  a  PHA  rec^ving 
operating  subsidy  shall  not  be  less'tiun 
an  amount  equal  to  one-fifth  ot  the  sum 
of  the  Incomes  of  such  families.  (See 
S  890.114.)  Other  operating  Income  is 
estimated  by  the  PHA  subject  to  adjust¬ 
ment  by  HDD. 

(5) -  Operating  subsidy  is  then  c(xn- 
puted  by  subtracting  projected  income 
from  projected  expenses,  and  may  be  in¬ 
creased  to  Include  Transition  Funding 
for  qualifying  PHAs. 


§  890.102  Definition^i. 

(a)  Allowable  expense  level.  The  per 
unit  per  month  doUar  amount  of  ex¬ 
penses  (excluding  Utilities  and  expenses 
allowed  under  ( 890.108)  computed  in 
accordance  with  S  890.105,  which  is  used 
to  compute  the  amount  of  operating 
subsidy. 

(b)  Base  year.  The  PHA’s  fiscal  year 
immediately  preceding  its  first  fiscal  year 
under  PPS. 

(c)  Base  year  expense  level.  The  ex¬ 
pense  level  (excluding  Utilities,  biennial 
audits  and  certain  other  Items)  for  the 
Base  Year,  computed  as  provided  in 
§  890.105(a). 

(d)  Current  budget  year.  The  fiscal 
year  in  which  the  PHA  is  currently  oper¬ 
ating. 

(e)  Formula.  The  revised  formula  de¬ 
rived  from  the  actual  expenses  of  high- 
performance  PHAs  which  is  used  in  PFS, 
as  provided  f(xr  In  8  890.105,  to  determine 
the  Formula  Expense  Level  and  the  range 
of  each  PHA.  HUD  plans  to  update  the 
Formula  each  year  to  reflect  actual  costs 
exp^lenced  by  high-performance  PHAs. 

(f)  Formula  expense  level.  The  per 
unit  per  montii  dollar  amount  of  ex¬ 
penses  (excluding  utilities  and  audits) 
computed  under  the  Formula,  in  accord¬ 
ance  with  8  890id0e(b) . 

(g)  Merim  formula.  'Ehe  HUD  sys¬ 
tem.  wlti^  iMs  been  replaced  by  PFS, 
for  determlntag  the^unount  of  operating 
siffisldy  wlilbh  applied  to  PHA  fiscal  years 
which  coBsmeneed  <»4>r  after  October  1, 
1972,  and  pHex  to  April  1, 1975^ 

(h)  HUD  jMd  office.  The  HUD  Area 
or  Ihsurlng  Office  which  has  be«i  dele¬ 
gated  authmdiy  under  ^e  United  States 
Housing  Aet  ef  10B7  to  perform  functions 
pertaining  te-ttiasnbpart  for  the  area  In 
which  ttie  FSA  is  located.  The  D^ver 
Regtonal  Office  has  been  delegated  au¬ 
thority  to  fmaollBB  as  an  Area  Office  for 
PHAs  wMbtiB  tis  TCgkmal  boundaries. 

<D  Loeol  gooemment  wages  inflation 
factor.  The  pcecenlage  Increase  in  local 
government  wages  and  salaries  for  the 
area  in  \rtiteh  Oae  PHA  Is  located.  This 
percentage  wfll  be  supplied  by  HUD. 
HUD  win  oompnte  the  percentage 
amount  on  the  baeii  of  Information  f ur- 
nished  by  the  Deputment  of  Ckxnmerce. 
HUD  antldpates  tiwt  tt  wfil  update  the 
figures  for  the  Local  Govmnment  Wages 
Inflation  Fader  each  year. 

(J>  Operadkaa  budget.  The  PHA’s  oper¬ 
atic  budget  and  aH  related  documents, 
as  required  by  HUD,  to  be  submitted  pur¬ 
suant  to  tile  Annual  Contributions  Con¬ 
tract. 

(k)  Project.  Each  project  imder  an 
Annual  Cmktrtbations  Ckmtract  to  which 
PFS  Is  apphcable  as  provided  in  §  890.103 
(b). 

(l)  Project  units.  All  dwelling  imlts  of 
a  PHA’s  Projeets. 

(m)  Projected  operating  income  level. 
The  per  imlt  per  month  dollar  amount 
of  dwelling  rCtal  income  plus  nondweU- 
Ing  Income,  computed  as  provided  In. 
8  890.109. 

(n)  Range.  flO.M  below  to  $10.31  above 
the  PHA’s  Formida  Expense  Level  for  the 
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Base  Year.  The  dollar  amount  is  subject 
to  change  from  time  to  time  by  HUD  in 
connection  with  updating  of  the  For¬ 
mula.  The  Range  is  used  in  connection 
with  determination  of  Allowable  Expense 
Level,  as  provided  in  §  890.105,  qualifica¬ 
tion  for  transition  fimding,  as  provided 
in  §  890.106,  and  requests  for  adjust¬ 
ments  of  the  Base  Year  Expense  Level 
under  §890.110  (a)  and  (b). 

(0)  Requested  budget  year.  The  budget 
year  (fiscal  year)  of  a  PHA  following  the 
Current  Budget  Year. 

(p)  Transition  funding.  Funding  for 
excessively  high-cost  PHAs  as  provided 
in  §  890.106. 

(q)  Unit  months  available.  Pi’oject 
Units  multiplied  by  the  niunber  of 
months  the  Project  Units  are  expected  to 
be  available  for  occupancy  during  a  given 
PHA  fiscal  year.  A  imit  is  considered 
available  for  occupancy  from  the  time 
the  Project  reaches  the  End  of  the  Initial 
Operating  Period  (EIOP)  until  the  time 
it  is  approved  by  HUD  for  nondwelling 
use  or  deprogrammed  with  HUD  ap¬ 
proval. 

(r)  Utilities.  Electricity,  gas,  heating 
fuel,  water  and  sewerage  service. 

(s)  Utilities  expense  level.  The  per  unit 
per  month  dollar  amount  of  Utilities 
expense,  computed  as  provided  in 
§  890.107. 

§  890,103  Applicability  of  PFS. 

(a)  Commencement  of  PFS.  PFS  has 
been  and  will  be  utilized  in  determining 
the  amoimts  of  operating  subsidy  pay¬ 
able  to  PHAs  starting  with  budget  years 
commencing  (xi  or  after  April  1,  1975. 

(b)  Projects  covered.  PFS  is  applicable 
to  all  PHA-owned  rental  units  under  An¬ 
nual  Contributions  Contracts.  PFS  ap¬ 
plies  to  PHAs  which  have  not  received 
operating  subsidy  payments  previ¬ 
ously,  but  are  eligible  for  such  payments 
imder  PFS.  PFS  is  not  applicable  to  the 
section  23  Leased  Housing  Program,  the 
section  23  Housing  Assistance  Payments 
Program,  the  section  8  Housing  Assist¬ 
ance  Payments  Program,  the  Mutual- 
Help  Program,  or  the  TTumkey  III  or 
Turnkey  IV  Homeownership  Opportunity 
Programs.  PFS  is  not  applicable  to  hous¬ 
ing  owned  by  the  PHAs  of  the  Virgin 
Islands,  Puerto  Rico,  Guam  and  Alaska. 
Operating  subsidy  payments  to  these 
PHAs  will  be  based  upon  Operating 
Budgets  approved  by  HDD  on  a  case-by- 
case  basis. 

§  890.104  DeteriRination  of  amount  of 
operating  subsidy  under  PFS. 

The  amount  of  operating  subsidy  for 
which  each  PHA  is  eligible  shall  be  deter¬ 
mined  as  follows;  The  Projected  Operat¬ 
ing  Income  Level  is  subtracted  from  the 
total  expense  level  (Allowable  Expense 
Level  plus  Utilities  Expense  Level) .  These 
amounts  are  per  unit  per  month  dollar 
amoimts,  and  must  be  multiplied  by  the 
Unit  Months  Available.  Transition  Fund¬ 
ing,  if  applicable,  and  other  costs  as 
specified  tax  §  890.108  are  then  added  to 
this  total  in  order  to  determine  the  total 
amount  of  operating  sidxsidy  for  the  Re¬ 
quested  Budget  V  Year,  ^elusive  of 
consideration  of  the  costs  of  biennial  In¬ 


dependent  Public  Accountant  (IPA) 
audits.  As  an  independent  operating  sub¬ 
sidy  eligibility  factor,  a  PHA  may  receive 
operating  subsidy  in  an  amount,  ap¬ 
proved  by  HUD,  equal  to  the  actual  or 
estimated  cost  of  the  IPA  audit  to  be 
prorated  to  operations  of  the  low-income 
housing  program.  See  §  890.110  regarding 
adjustments. 

§  890.103  fkunpulalion  of  allowable  ex¬ 
pense  level. 

The  PHA  shall  compute  its  Allowable 
Expense  Level  using  forms  prescribed 
by  HUD,  as  follows; 

(a)  Computation  of  base  year  ex¬ 
pense  level.  The  Base  Year  Expense 
Level  includes  Payments  in  Lieu  of 
Taxes  (PILOT)  required  by  a  cooi>era- 
tion  Agreement  even  if  PILOT  is  not  in¬ 
cluded  in  the  approved  Operating  Budg¬ 
et  for  the  Base  Year  due  to  waiver  of 
the  requirements  by  the  local  taxing  ju¬ 
risdiction  <s).  The  Base  Year  Expense 
Level  includes  all  other  operating  ex¬ 
penditures  as  reflected  in  the  PHA’s  Op¬ 
erating  Budget  for  the  Base  Year  ap¬ 
proved  by  HUD  except  the  following:  (1) 
Utilities  expense;  (2)  cost  of  biennial  IPA 
audits;  (3)  adjustments  applicable  to 
budget  years  prior^to  the  Base  Year;  (4) 
expenditures  supported  by  supplemental 
subsidy  payments  applicable  to  budget 
years  prior  to  the  Base  Year;  (5)  all 
other  expenditures  which  are  not  nor¬ 
mal  fiscal  year  expenditures  as  to 
amount  or  as  to  the  purpose  for  which 
expended;  and  (6)  expenditures  which 
were  funded  from  a  nonrecurring  source 
of  income. 

In  compliance  with  the  above  six  ex¬ 
clusions,  the  PHA  shall  adjust  the  Al¬ 
lowable  Expense  Level  by  excluding  any 
of  these  items  from  the  Base  Year  Ex¬ 
pense  Level  if  this  has  not  already  been 
accomplished.  If  such  adjustment  is 
made  in  the  second  or  some  subsequent 
fiscal  year  of  the  PFS,  the  Allowable  Ex¬ 
pense  Level  shall  be  adjusted  in  the  year 
in  which  the  adjustment  is  made,  but 
the  adjustment  shall  not  be  applied  ret¬ 
roactively.  If  the  PHA  does  not  effect 
these  adjustments,  the  HUD  Field  Of¬ 
fice  shall. 

(b)  Computation  of  formula  expense 
level.  The  PHA  shall  compute  its ' 
Formula  Expense  Level  in  accordance 
with  this  subsection.  The  weights  of  the 
FoiTnula  and  the  Formula  published  in 
the  Interim  Rule  on  April  16,  1975,  at  4Q 
FR  17008  apply  to  PHA  fisc^  years  be¬ 
ginning  AprU  1,  1975,  and  July  1,  1975. 
The  weights  of  the  Formula  published 
in  the  Final  Rule  on  January  15.  1976, 
at  41  FR  2344  superseded  the  weights 
published  in  the  Interim  Rule  and  were 
applicable  to  PHA  fiscal  years  begin¬ 
ning  October  1,  1975,  January  1,  1976, 
April  1,  1976  and  July  1,  1976.  The 
weights  of  the  Formula  and  the  For¬ 
mula  itself  are  subject  to  updating  by 
HUD  annually  or  at  any  other  time.  This 
updating  will  be  accomplished  by  pub¬ 
lication  in  the  Federal  Register,  or  by 
notiflcatiim  given  directly  to  PHAs, 
whichever  is  considered  appropriate. 
The  Formula  applicable  to  PHA  budget 
years  commencing  October  1,  1976,  and 


subsequent  budget  years;  and  PHA 
budget  years  which  commenced  April 
1,  1976,  and  July  1,  1976;  if  these 
PHAs  are  eligible  for  Transition  Fund¬ 
ing  for  these  two  PHA  fiscal  years, 
subject  to  updating  at  any  time,  is 
as  follows:  (1)  The  population  (in 
thousands)  of  the  Standard  Metro¬ 
politan  Statistical  Area  (SMSA)  of  the 
PHA,  multiplied  by  the  weight  .00228 
(if  the  PHA  exists  outside  6f  an  SMSA. 
the  population  of  the  area  served  shall 
be  used) ;  (2)  the  logarithm  to  the  base 
10  of  the  average  number  of  bedrooms 
per  Project  Unit,  multiplied  by  the 
weight  54.93844;  (3)  the  logarithm  to 
the  base  10  of  the  weighted  average  age 
of  the  ages  of  all  the  Projects  (weighted 
by  relative  proportion  of  .Project  Units)  , 
multiplied  by  the  weight  11.97794;  (4) 
the  logarithm  to  the  base  10  of  the  HUD- 
supplied  Pair  Market  Rent  (March  29, 
1976)  for  existing  nonelevator  two-bed¬ 
room  units  computed  for  the  county  in 
which  the  PHA  is  located,  multiplied  by 
the  weight  32.47978;  (5)  the  logarithm 
to  the  base  10  of  the  average  height  of 
the  tallest  building  of  each  Project 
(weighted  by  relative  proportion  of 
Project  Units  in  each  Project)  in  sto¬ 
ries,  {pcluding  only  stories  containing 
dwelling  units  or  any  space  utilized  by 
the  PHA  for  project  use  which  are  not 
in  a  basement,  multiplied  by  the  weight 
16.73764;  (6)  the  HUD-supplied  index 
figime  for  the  relative  operation  costs  of 
a  sample  of  PHAs  in  the  HUD  Region, 
multiplied  by  the  weight  .46105.  The 
Formula  constant  of  $102.93610  is  sub¬ 
tracted  from  the  sum  of  subpara- 
grai^  (1)  through  (6)  of  tiiis  para¬ 
graph.  The  resulting  amoimt  is  increased 
by  the  Local  Government  Wages  In¬ 
flation  Factor  supplied  by  HUD.  (Such 
increase  is  required  under  the  current 
Formula  to  adjust  for  inflation  between 
the  Base  Year  and  the  previous  year.) 

(c)  Range.  The  PHA’s  Range  is  the 
spread  from  $10.31  below  to  $10.31  above 
its  Formula  Exixense  Level  for  its  Base 
Year.  The  figure  $10.31  applies  to  PHAs 
until  revised  by  HUD. 

(d)  Computation  of  allowable  ex¬ 
pense  level.  The  PHA  shall  compute  its 
AUow’able  Expense  Level  as  follows: 

(1)  Allowable  expense  level.  First 
Budget  Year  under  PFS  where  Base  Year 
Expense  Level  does  liot  exceed  top  limit 
of  Range.  Every  PHA  whose  Base  Year 
Expense  Level  is  below  the  top  limit  of 
the  Range  sliall  compute  its  Allowable 
Expense  Level  for  the^  first  Budget  Year 
under  PFS  by  adding  the  following  to 
its  Base  Year  Expense  Level  (prior  to 
adjustment  under  §  890.110  (a)  or  (b) ; 

(1)  Any  increase  approved  by  HUD  in 
accordance  with  §  890.110  (a)  or  tb) ; 

(ii)  The  increase  (decrease)  between 
the  Formula  Expense  Level  for  the  Base 
Year  and  the  Formula  Expense  Level  for 
the  first  budget  year  under  PFS;  and 

(iii)  The  sum  of  the  Base  Year  £x- 
*  pense  Level,  and  subdivisions  (i)  and  (ii) 

of  this  subparagrat^  multiplied  by  the 
Local  Government  Wages  Inflation  Fac¬ 
tor  supi^ed  HUD. 

(2)  Allowable  expense  level.  First 
budget  year  under  PFS  where  Base  Year 
Expense  Level  Is  above  the  top  of  the 
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Range.  Every  PHA  whose  Base  Year  Ex¬ 
pense  Level  Is  above  the  top  of  the  Range 
leiaii  compute  Its  Allowable  Expense 
Level  fmr  the  first  budget  year  under 
PFB  by  adding  the  following  to  its  top 
limit  of  the  Range  (not  to  its  Base  Year 
Expense  Level,  as  In  subparagraph  (1), 
of  this  paragraph) : 

(I)  The  increase  (decrease)  between 
the  Formula  Expense  Level  for  the  Base 
Year  and  the  Formula  Expense  Level  for 
the  first  budget  year  under  PFS. 

(li)  The  sum  of  the  figure  equal  to  the 
top  limit  of  its  Range  and  subdivision  (D 
of  this  sui^Muragnqfii,  multiplied  by  the 
Local  Government  Wages  Iirflation  Fac¬ 
tor  supplied  by  HDD.  (If  the  Base  Year 
Expense  Level  is  above  the  Allowable 
Expense  Level,  c(unputed  as  provided 
above,  the  PHA  may  be  eligible  for 
TYansltion  Funding  uirder  i  880.106.) 

(3)  AOowable  expense  level.  Computa¬ 
tion  for  budget  years  subsequent  to  first 
budget  year  under  PFS.  Fcht  each  budget 
year  subsequent  to  the  first  budget  year 
under  PFS,  the  Allowable  Expense  Level 
for  the  previous  budget  yjmr,  which  In- 
eludes  the  amount  of  the  HUD-approved 
Increase  of  Base  Year  Expense  Level, 
(reference:  I  890.110),  increased  (or  de¬ 
creased)  by  the  following: 

<1)  The  Increase  (decrease)  betwetfi 
the  Formula  Expense  Level  for  the  pre- 
vlous  budget  year  and  ttie  Formula  Ex¬ 
pense  Level  for  the  Requested  Budget 
Year. 

(II)  The  sum  of  the  Allowable  Expense 
Levd  for  the  prevtous  budget  year  plus 
subdlvlsl(m  (1)  of  this  subparagraifii, 
multlidied  by  the  Local  Government 
Wages  Infiation  Factor  supplied  tqr 
HUD. 

Baample  1.  Sssums  that  the  Allowable  Ex- 
penae  Level  for  the  flnt  budget  year  under 
IVB  (year  1)  Is  $43X0. 

Tear  2.  Assume  tb«t  the  Formula  Brpense 
Level  of  the  PHA  for  the  second  budget  year 
under  PFS  (Tear  3)  Is  $1S0  higher  than  the 
Formula  Expense  Level  for  Tsar  1.  (Non  that 
the  weights  or  other  aspects  of  the  Formula 
may  have  been  revised.  In  which  ease  the 
imrteed  Formula  would  be  implied  to  both 
the  Tear  1  data  and  the  Tear  2  data  to  obtain 
rnfference;  the  $1.60  aetnimed  difference  would 
be  due  to  changes  In  PHA  data  as  to  the 
Formula  variables  between  Tear  1  and  Tear 
3) .  Assume  that  the  applicable  Local  Oovem- 
ment  Wages  Inflation  Factor  Is  9  percent. 
The  Allowable  Expense  Level  for  Tear  3  Is 
$48.72,  computed  as  follows:  $43X0  (AUow- 
able  Expense  Level  for  Tear  1,  which  to  not 
changed  regardless  of  any  changes  by  HUD 
to  the  Fcnmula  \ised  lor  the  Tear  2  com¬ 
putation)  plus  $1.50  (Increase  In  Formula 
Expense  Level  between  Tew  1  and  Tear  2) 
plus  $4.02  (9%  Local  Government  Wages  In¬ 
flation  Factor  times  $44.70) . 

Year  3.  Assume  that  the  Formula  Expense 
Level  for  Tear  3  decreases  $1.00  from  that  for 
Tear  2  (due  to  changes  In  the  PHA's  data 
as  to  the  Formula  variable)  and  the  appli¬ 
cable  Local  Ckrvemmmit  Wages  Inflation  Fac¬ 
tor  to  8%.  The  Allowable  Expense  Level  for 
Tear  8  to  $51A4,  computed  as  foUows:  $M.72 
(Allowable  Expense  Level  for  Tear  2)  mlnxis 
$1.00  (decrease  In  Formula  Expense  Level) 
plus  $3.73  (8%  X  $47.73). 


Year  4.  Assume  that  the  Form\ila  Expense 
Level  for  Tear  4  to  $.60  above  the  Formula 
E]^nse  Level  for  Tear  3.  Assume  the  appli¬ 
cable  Local  Government  Wages  Inflation 
Factor  to  7%.  The  Allowable  Expense  Level 
for  Tear  4  to  $65.68,  computed  as  follows: 
$61.54  (Allowable  Expense  Level  for  Tear  3) 
plus  $.50  (increase  In  Formula  Expense  Level) 
plus  $3.64  (7%X$62.04). 

(4)  Adjustment  of  Allowable  Expense 
Level.  For  budget  years  subsequent  to  the 
first  budget  year  under  PFS.  HDD  may 
adjust  the'  Allowable  Expense  Level  of 
budget  years  subsequent  to  the  first  year 
under  PFS  pursuant  to  the  provisions  of 
§  890.105(a). 

(e)  Reapplication  of  the  Range  Test 
for  PH  As  Eligible  for  Transition  Fund~ 
ing.  Each  PHA  whi^  is  eligible  for  Tran¬ 
sition  Funding  (over-range  PHAs)  in  a 
PHA  fiscal  year  beginning  October  1. 
1975,  January  1,  1976,  April  !,  1976,  and 
July^l,  1976,  may  calculate  a  revised 
Formula  Expense  Level  Range  (Range) 
using  the  form  prescribed  by  HUD.  Die 
purpose  of  revised  Range  test  is  to  deter¬ 
mine  a  revised  Allowable  Expense  Level 
for  PHA  fiscal  years  beginning  April  1. 
1975,  July  1,  1975,  October  1,  1975  and 
January  1,  1976.  The  PHA  may  calculate 
a  revised  Formula  Expense  Level  Range 
for  the  PHA  fiscal  years  beginning 
April  1, 1975,  July  1, 1975,  October  1, 1975, 
and  January  1, 1976,  using  the  form  pre¬ 
scribed  by  HUD.  The  PHA  shall  compute 
its  revised  Formula  Expense  Level  in  ac¬ 
cordance  with  S  890.105(b),  except  that 
PHAs  with  fiscal  years  beginning  April  1, 
1975,  and  July  1, 1975,  shall  not  apply  the 
Local  Government  Wages  Inflation  Fac¬ 
tor  to  arrive  at  the  Formula  Expense 
Level  since  the  effect  of  the  Factor  has 
{Uready  been  considered  in  the  variable 
weights  of  the  new  Formula.  To  establish 
a  revised  Upper  Limit  of  the  Range,  the 
PHA  shall  add  $10.31  to  the  calcidated 
revised  Formula  Expense  Level.  The  re¬ 
vised  Umier  Limit  of  the  Range  is  to  be 
compared  to  the  PHA’s  Base  Year  Ex- 
pense  Level,  which  was  approved  by  HUD 
in  conjunction  with  the  PFS  calculation 


apidicable  to  the  first  year  the  PHA  was 
under  PFS.  If  the  Base  Year  Expense 
Level  is  less  than  the  revised  Upper  Limit 
of  the  Range,  the  Base  Year  Expense 
Level  will  be  the  revised  Allowable  Ex¬ 
pense  LeveL  If  the  Base  Year  Expense 
Level  is  greater  than  the  revised  Upper 
Limit  of  the  Range,  then  the  revised  Al¬ 
lowable  Expense  Level  will  be  tiie  greater 
of  (1)  the  previous  Allowable  Expense 
Level,  or  (2)  the  revised  Upper  Limit  of 
the  Range.  Die  revised  Allowable  Ex¬ 
pense  Level,  which  in  no  case  will  be  less 
than  the  previously  approved  Allowable 
Expense  Level,  will  be  used  to  compute 
the  Allowable  Expense  Level  for  the  PHA 
fiscal  years  beginning  April  1,  1976, 
July  1,  1976,  October  1,  1976,  and  Jan¬ 
uary  1,  1977.  To  this  Allowable  Expense 
Level  HUD  may  at  its  discretion  add 
Transition  Funding  pm^ant  to  §  890.- 
106.  Die  New  Allowable  Expense  Level, 
plus  Transition  Funding,  if  iqipllcable, 
will  be  used  to  calculate  the  PHA’s  op¬ 
erating  subsidy  eligibility  imder  the  PFS 
pursuant  to  S  890.104. 

Example  2.  Reapplication  of  the  Range  test 
and  calculation  of  a  revised  Allowable  Ex¬ 
pense  Level  for  a  PHA  with  a  fiscal  year  be- 
giimlng  April  1,  1976.  or  July  1,  1976.  Assume 
that  a  PHA  during  the  PHA  fie^  year  begin¬ 
ning  April  1.  1976,  or  July  1.  1976,  (1)  served 
an  area  which  bad  a  population  for  the 
Standard  Metropolitan  Statistical  Area  of 
157A50  people;  (B)  bad  Project  Units  with  an 
average  of  8  bedrooms;  (lU)  had  Project 
buUdlngs  whose  age,  weighted  by  relative 
number  of  units,  wm  llJt  years  old;  (Iv)  had 
a  Fair  Market  Rent  (March  29,  1976)  for 
existing  nonelevator  two-bedroom  imlts  com¬ 
puted  for  the  county  In  which  the  PHA  is 
located  <rf  $176.00;  (v)  had  Project  buildings 
whose  average  bei^^t,  weighted  by  relative 
proportion  of  ProjMt  Units  In  each  ProJ^t, 
was  6  stories,  and  (vl)  to  In  a  HUD  Region 
having  a  relative  regnal  operating  cost 
figure  (suppUed  by  HUD)  of  98.89923.  Assume 
the  Local  Government  Wages  Inflation  Factor 
supplied  by  HUD  to  7  percent. 

The  calculation  of  the  revised  Formula 
Expense  Level  for  the  PHA  with  the  above 
cbaractertotics  for  the  fiscal  year  beginning 
April  1,  1975,  or  July  1,  1976,  Is  c<»nputed  as 
follows: 


Operatiag  foctor 


Hypo¬ 
thetical 
PHA  data 


Multiplier 


Additive 

eonstant 


Population  of  BMSA  (thousands) _ 

Average  number  of  bedrooms  > . 

Average  age  of  project  buildings  > _ 

Fair  market  rent  *. . . . 

Average  height  of  project  buildings  >. 
Relative  regional  operating  eost . 


168 

AOO 

11.60 

17A00 

AOO 

98.89928 


aa0228 

7.92883 

.45099 


2. 431.52 
7.51824 


1.22276 

.48106 


6. 68796 


Sum  of  equation  products . . . 

Less:  Formula  expense  level  equation  constant . . 

Formula  expense  level  without  inflation . 

Increase  by  local  government  wages  inflation  iMtor  (not 
used  for  retroactive  application  for  April  and  July 
PHA's) . . ... 


Formula  expense  level. 


Equation 

produ.;ls 


0. 3602 
26.  2l2tl 
12. 704t. 
72.853^ 
la  024.5 
.4.5,5975 


170. 7.522 
-102.  93<)I 


1  07 
72.5632 


<  Applying  a  predetermined  multiplier  and  additive  constant  (which  are  supplied  by  HUD)  to  a  PHA  data  vahir 
resoHs  in  a  convenient  simplified  method  of  determining  the  log  base  10  of  the  data  value  multiplied  by  the  equation 
weight.  These  calculations  may  be  verified  by  determining  the  log  base  10  of  the  data  value  and  then  mnItipMng  by 
the  weight  given  for  the  specific  element  in  sec.  890.ia6(b). 


Three  exanqiles  showing  the  possible  rela¬ 
tionships  of  the  Base  Tear  Expense  Level,  the 
previous  Allowable  Expense  Level,  and  the 
upper  limit  of  the  revised  Formula  Expense 


Levti,  and  the  determination  of  the  revised 
Allowable  Expense  Level  for  a  PHA  with  a 
fiscal  year  beginning  (FTB)  April  1,  1975.  or 
July  1, 1976,  are  Shown  below; 
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Bxampte — 


1.  Base  year  expense  lerel  lor  PYB  Apr.  1,  1975,  or  July  1, 1975 . 97A  00  IBS.  00  $84. 00 

2.  Previons  allowable  expense  leiyei  tor  FYB  Apr.  1,  1975,  or  July  1, 1975 .  72,00  70.00  80.00 

3.  Formula  expense  level  without  inflation  computed  above  using  revised  I’FS  formula  and 

PHA  chaiacterisUcs  lor  FYB  Apr.  1,  1975,  or  July  1,  1975.. _ 67.82  -87.82  87.82 

4.  Formula  expense  level  range  foetor . . 10.81  10.81  10.31 

5.  U pper  limit  ol  revised  formula  expense  level  range  (3  plus  4).. .  78. 13  78. 13  78. 13 

6.  Rovisc^d  allowable  expense  level  for  FYB  Apr.  1,  1975,  or  July  1,  1975;  ‘ 

(a)  It  Itase  year  expense  level  is  less  than  the  upper  limit  oi  the  revised  formula  ex¬ 
pense  level  range,  enter  the  iMwe  year  expense  level  • . . 1 _  75. 00  .  , 

!>'  If  the  base  year  expense  lev^  is  greater  than  the  upper  limit  of  the  revised  formula 
expense  level  range,  enter  the  previous  allowwle  expense  level  or  the  revised 

allowable  expense  level,  whichever  is  greater _ _ '  78. 13  '  80. 00 


■  The  revised  allowable  expense  level  oamputed  for  FYB  Apr.  1, 1975,  or  July  1, 1975,  shall  l>e  ased  to  compute  the 
allowable  exiM-nse  level  fur  FYB  Apr.  1,  1970,  or  July  1,  1976,  pursuant  to  the  provisions  and  examine  of  see.  890.105 
{d)(3). 

>  In  example  A,  although  the  upper  limM  of  the  revised  formula  expense  level  is  greater  than  the  base  year  expense 
level.'the  revised  allowaM  expense  level  is  limited  to  the  base  year  expense  lev^  since  no  adjustment  to  the  base 
year  expense  level  is  peniiittod  under  the  provisions  of  sec.  890.105(e). 

>  Transition  funding.  If  applicable,  may  be  approved  in  addition,  by  HUD. 


Example  3.  ReappUcaUon  o<  the  Range  test 
and  calculation  of  a  revised  Allowable  Ex¬ 
pense  Level  for  a  PHA  with  a  fiscal  year  be¬ 
ginning  (FYB)  October  1,  1976,  and  Janu¬ 
ary  1,  1977.  Assume  the  same  operating  char¬ 
acteristics  as  In  Example  2.  The  calculation 
of  the  revised  Formula  Expense  Level  for  the 
fiscal  year  is  the  same  as  in  Example  2.  Three 


Description 


examples  showing  the  possible  rrtatlonships 
of  the  Base  Year  Expense  Level,  the  previous 
Allowable  Expense  Level,  and  the  upper  limit 
of  the  revised  Formula  Expense  Level,  and  the 
determination  of  the  revised  Allowable  Ex¬ 
pense  Level  for  a  PHA  with  a  FYB  October  1, 
1975,  or  January  1,  1976,  are  shown  below: 


Example— 


1.  Base  year  expense  level  for  FYB  Oct.  1, 1975,  or  Jan.  1, 1976 _ _ _ _ 

2.  Previous  allowable  expense  level  for  FYB  Oct.  1, 1975,  or  Jan.  1. 1976 _ _ 

3.  Formula  expense  level  with  inflation  computed  above  using  revised  PFS  formula  and 


4.  Formula  p^nse  level  range  factor _ 

5.  Upper  limit  of  revised  formula  expense  level  range  (S  plus  4) _ _ _ 

6.  Revised  allowable  expense  level  for  FYB  Oct.  1, 1975,  or  Jan.  1, 1976;  > 

(a)  If  the  base  year  expense  level  is  less  than  the  upper  limit  of  the  revised  formula 

expense  level  range,  enter  the  base  year  expense  level _ _ _ 

b)  If  the  base  year  expense  level  is  greater  than  the  upper  limit  of  the  revised  formula 
expense  level,  enter  the  previous  allowable  expense  level  or  the  revised  allowable 
expense  level,  whlchevei-isgreatef . . . . . . . . .  •  82. 87 


A 

B 

C 

.  $78.00 

$86.00 

$85.00 

.  74.00 

8a  00 

84.00 

.  72.54 

72.56 

72.56 

.  10131 

lasi 

lasi 

.  82.87 

82.87 

82.87 

.•78.00 

•84.00 


‘  The  revised  allowable  expense  level  computed  for  FYB  Oct.  1, 1975,  or  Jan.  1, 1976,  (*all  be  used  to  oompute  the 
allowable  expense  level  for  FYB  Oo4.  1. 1976,  or  Jan.  1, 1977,  pursuant  to  the  provisions  and  example  of  sec.  890.105 
(d)(3). 

•  Same  as  footnote  2  of  example  2. 

'  Same  as  footnote  3  of  example  2. 


§  890.106  Transition  Funding  ft>r  Ex¬ 
cessively  High-cost  PHAs. 

If  a  PHA’s  Base  Year  Expense  Level 
exceeds  Its  AUowsdile  Expense  Levd, 
computed  as  provided  in  §  890.105,  for 
any  budget  year  trader  PFB,  the  PHA 
may  be  eligible  for  Transition  Funding. 
Transition  Funding  shall  be  an  amount 
not  to  exceed  the  difference  between  the 
Base  Year  Expense  Level  and  the  Al¬ 
lowable  Expense  Levd  for  the  Requested 
Budget  Year,  multiplied  by  the  number 
of  Unit  Months  Available.  HUD  shall 
have  the  right  to  discontinue  payment  of 
all  or  part  of  the  Transition  Funding  in 
the  event  HUD  at  any  time  determines 
that  the  PHA  has  not  achieved  a  satis¬ 
factory  level  of  management  efiOclency, 
or  is  not  making  efforts  satisfactory  to 
HUD  to  improve  its  management  per¬ 
formance. 

§  890.107  Conipiitalum  of  Utilities  Ex¬ 
pense  Levd. 

(a)  Policy.  In  recognition  of  the  rapid 
rises  which  occur  in  Utilittes  costs  and  the 
wide  diversity  among  PHAs  ais  to  types 
Utilities  services  used  as  well  as  alloca¬ 
tion  Utilities  costs  between  PHAs  and 
tenants,  and  the  fact  that  Utilities  rates 
charged  by  suppliers  are  beyond  the  con¬ 
trol  of  the  PHA,  PFS  treats  Utilities  ex¬ 


penses  s^jarat^.  Utilities  expenses  are 
excluded  from  the  PHA’s  Allowable  Ex¬ 
pose  LeveL  PFS  computes  the  amount 
of  operating:  subsidy  based  upon  a  calcu¬ 
lated  Utilities  expense  of  each  PHA.  The 
allowable  expense  of  Utilities  is  c<»nputed 
by  multiplying  current  or  approved  fu¬ 
ture  utilities  rates  by  the  amoimts  of 
average  consumption  (e.g.,  gallons  of  oil, 
kilowatts  of  electricity,  etc.,)  of  the  proj¬ 
ects  during  a  previous  period.  This 
method  is  intended  to  place  a  financial 
control  on  increases  in  consumption  of 
utilities  and  thereby  provide  an  incentive 
to  conserve  energy. 

(b)  Utilities  rates.  The  current  appli¬ 
cable  rates  in  effect  at  the  time  the  Op¬ 
erating  Budget  is  submitted  to  HUD  will 
be  used  as  the  Utilities  rates  for  tiie  Re¬ 
quested  Budget  Year,  except  that,  when 
the  appropriate  utility  commission  has, 
as  of  the  date  of  submission  of  the  Op¬ 
erating  Budget  to  HUD,  approved  and 
published  rate  increases  fm*  future  im¬ 
plementation  the  futiu'e  approved  rates 
may  be  used  as  the  Utilities  rates  for  the 
entire  Requested  Budget  Year.  The  use 
of  these  rates  will  simplify  the  calculd- 
-tion,  and  any  operating  subsidy  funds  ad¬ 
vanced  in  excess  of  the  actual  Utilities 
cost  will  be  recaptured  by  HUD  pursuant 
to  the  required  year-end  Utilities  adjust¬ 
ment.  See  §  890.110(c) . 


(c)  Computation  of  level  of  utHUies 
consumption.  The  amount  of  UtiUtlee  ex¬ 
pected  to  be  consumed  per  unit  per  month 
by  the  PHA  dming  the  Requested  Budget 
Year  shall  be  equal  to  the  average 
amount  consumed  per  unit  per  month 
during  a  past.,  period,  computed  as  fol¬ 
lows: 

(1)  Utilities  Base  Consumption  Period 
(Base  Period)'  method.  The  PHA  shall 
determine  the  average  amount  of  each  of 
the  Utilities  consumed  per  imlt  per  month 
during  the  Utilities  Base  Consumption 
Period  (Base  Period)  which  Is  the  36- 
month  period  ending  six  mimths  prior 
to  the  first  day  of  the  Requested  Budget 
Year. 

(2)  Temporary  alternative  method 
where  data  is  not  available  for  Utilities 
Base  Consumption  Period.  H  the  PHA 
has  not  maintained  or  cannot  reccqjture 
consumption  data  regarding  a  particulaf 
Utility  or  Utilities  from  Its  recoil  for 
the  36-month  Base  Period,  It  shall  sub¬ 
mit  to  the  HUD  Field  Office  for  approval 
consiunption  data  for  the  twenty-four 
month  period  ending  six  mimths  prior 
to  the  beginning  of  the  R^uested  Budget 
Year,  or,  if  this  Is  not  possffile,  the 
twelve-month  period  ending  six  months 
prior  to  the  beginning  of  the  Requested 
Budget  Year.  The  PHA  also  shall  submit 
a  written  explanatlmi  of  the  reasons 
why  data  for  the  Base  Period  is  unavail¬ 
able.  If  a  PHA  has  not  nmintained  or 
cannot  recapture  rate  consiunption  data 
for  the  said  twelve-month  period,  the 
dollar  amount  stated  in  paragraph  (e) 
eff  this  section,  shall  be  used.  Appri^rlate 
utility  consumption  records,  satisfactory 
to  HUD,  shall  be  created  and  maintained 
by  all  PHAs  so  that  a  36-month  moving 
average  utility  consumption  per  unit  per 
month  under  subpcu'agraph  (1)  of  ^is 
paragraph  can  be  determined. 

(3)  Computation  of  utilities  consump¬ 
tion  lev^  for  “new  Projects.” 

(1)  A  “new  Rroject”  for  the  purpose  of 
establishing  the  Base  Period  and  the  al¬ 
lowable  Utilities  Expense  Level,  is  defined 
as  either:  A  project  of  a  new  PHA  or  a 
project  of  an  existing  PHA  which  had 
not  been  in  operation  during  the  entire 
Base  Period,  or  will  enter  management 
durW  the  Requested  Budget  Year,  or  a 
project  which,  during  the  Base  Period, 
has  experienced:  A  conversion  from  one 
energy  source  to  another;  Interruptible 
service;  deprogrammed  units;  a  switdi 
from  tensmt-supplied  to  PHA-supplied 
utilities;  or  a  switch  from  PHA-supplied 
to  tenant-suiHJlied  utilities. 

(ii)  The  actual  consumption  of  proj¬ 
ects  having  the  tmique  situations  de¬ 
scribed  in  subparagriqjh  (3)(1)  of  this 
paragraph  shall  be  adjusted  so  as  not  to 
distort  the  Base  Period.  Where  there  is 
consumption  of  a  particular  energy 
source  for  only  a  part  of  the  Base  Period 
or  where  there  is  a  change  in  the  allow¬ 
ance  for  tenant-supplied  utilities  during 
the  Base  Period,  the  consumption  data 
related  to  these  conditions  either  shall 
be  eliminated  or  the  total  Base  Period 
shall  be  adjusted  to  show  a  comparaUe 
situation.  If  the  consumption  is  elimi¬ 
nated  from  the  Base  period  or  the  new 
Project  will  enter  management  during 
the  Requested  Budget  Year,  recognition 
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of  a  reasonable  lev^  of  consumption  will 
be  considered  as  a  separate  element  of 
the  calculation  of  the  allowable  Utilities 
Expense  Level.  Specific  instructions  for 
each  of  the  situations  mentioned  in  sub- 
paragraphs  (3).(i)  and  (3)  (ii>  of  this 
paragraph, will  be  a  part  of  the  HUD 
form  prescribed  to  calculate  the  allow¬ 
able  Utilities  Expense  Level.  Documenta¬ 
tion  supporting  the  adjustment(s)  shall 
be  submitted  to  the  HUD  Field  Office 
al(mg  with  the  calculation  of  the  allow¬ 
able  Utilities  Expense  Level. 

(d)  Computation  of  utilities  expense 
level.  The  PHA’s  Utilities  Expense  Level 
for  the  Requested  Budget  Year  shall  be 
computed  by  multiplying  the  average 
utility  consumption  per  unit  per  month 
for  each  Utility,  determined  as  provided 
in  paragraph  (c)  of  this  sectlcm,  by  the 
projected  Utility  rate  determined  as  pro¬ 
vided  in  paragraph  (b)  of  this  section. 

<e)  Utilities  Expense  Level  where  con¬ 
sumption  data  is  unavailable.  If  a  PHA 
has  not  maintained  or  cannot  recapture 
data  for  the  twelve-month  period  pro¬ 
vided  in  paragraph  (c)  (2)  of  this  section 
it  shall  request  HUD  Field  Office  approval 
to  use  the  dollar  amounts  per  unit  per 
month,  excluding  Utilities  Labor  and 
Other  Utilities  Expenses  shown  on  the 
latest  year-end  Statement  of  Operating 
Receipts  and  Expenditures,  Form  HUD- 
52599,  but  no  subsequent  adjustments  re¬ 
garding  such  Utility  or  Utilities  will  be 
approved  for  a  budget  year  f«^  which 
consumption  is  established  based  upon 
the  said  form. 

(f)  Adjustments.  PHAs  may  request 
adjustments  of  Utilities  in  accordance 
with  §  890.110. 

§  890.108  Other  eo«t«. 

(a)  Costs  of  Independent  PuWic  Ac¬ 
countant  (IPA)  audits.  HUD  require¬ 
ments  provide  that  the  cost  of  the  re¬ 
quired  biennial  IPA  audit  shall  be  budg¬ 
eted  in  either  the  PHA’s  Development 
Cost  Budget  or  its  annual  Operating 
Budget,  as  appropriate.  Ihe  Allowable 
Expense  Level  excludes  the  cost  of  IPA 
audits.  However,  >he  estimated  cost  of 
such  audits,  applicable  to  the  operations 
of  the  low-income  public  housing  pro¬ 
gram,  is  allowed  in  full  in  computing  the 
amount  of  operating  subsidy  under 
§  890.104,  above.  Even  though  the  PHA 
is  not  eligible  to  receive  operating  sub¬ 
sidy  pursuant  to  the  provisions  of  the 
PFS,  it  may  be  eligible  to  receive  operat¬ 
ing  subsidy  to  offset  the  cost  of  the  IPA 
audit  chargeable  to  operations  (the  pe¬ 
riod  after  the  Initial  Operating  Period) . 
The  eligibility  to  receive  operating  sub¬ 
sidy  for  IPA  audits  is  considered  inde¬ 
pendently  of  the  PFS.  However,  the  PHA 
shall  not  request,  nor  will  HUD  approve, 
an  operating  sul^dy  for  the  cost  of  an 
IPA  audit  if  such  funds  have  been  pre¬ 
viously  provided  to  the  PHA  in  a  prior 
fiscal  year,  nor  to  the  extent  that  such 
fiinds  will  create  residual  receipts  after 
provision  for  the  operating  reserve.  Prior 
to  engaging  an  IPA,  the  PHA  must  ob¬ 
tain  the  approval  of  the  HUD  Field  Of¬ 
fice.  The  PHA's  estimate  of  cost  of  the 
IPA  audit  Is  subject  to  adju.stment  by 


HUD.  If  the  PHA  requires  assistance  in 
determining  the  amoimt  of  cost  to  be  es¬ 
timated,  the  HUD  Field  Office  should  be 
contact^. 

(b)  Units  deprogrammed  pursuant  to 
HUD  approval,  but  not  yet  disposed  of. 
A  deprogiammed  xmlt  is  one  which  is 
permanently  removed  from  the  rent  roll. 
This  does  not  include  units  temporarily 
unavailable  for  occupancy  because  they 
are  utilized  for  PHA  related  activities. 
Costs  attributable  to  the  deprogrammed 
units,  as  approved  by  HUD,  may  be  eli¬ 
gible  for  inclusion,  but  must  be  limited 
to  the  minimum  services  and  protection 
necessary  to  protect  and  preserve  the 
xmits  until  appropriate  further  action  is 
taken.  In  the  determination  of  the  PFS 
operating  subsidy,  no  Unit  Months 
Available  shall  be  included  for  the  de¬ 
programmed  units.  Deprogrammed  imlts 
shall  be  listed  by  the  PHA  and  support¬ 
ing  documentation  regarding  direct  costs 
attributable  to  such  units  shall  be  in¬ 
cluded  as  a  part  of  the  operating  budget 
in  which  the  PHA  requests  operating 
subsidy  for  these  imits.  If  the  PHA  re¬ 
quires  assistance  in  this  matter,  the  HUD 
Field  Office  shoffid  be  contacted. 

(c)  Costs  attributable  to  changes  in 
Federal  law  or  regulation.  In  the  event 
that  HUD  determines  that  enactment  of 
a  Federal  law  or  revision  in  HUD  or  other 
Federal  regulation  has  caused  or  will 
cause  a  significant  increase  in  expmdi- 
tures  of  a  continuing  nature  above  the 
Allowable  Expense  Level  and  Utilities 
Expense  Level,  and  upon  a  determina¬ 
tion  that  sufficient  other  funds  are  not 
available  to  cover  the  required  expendi- 
tiues,  HUD  may  in  HUD’S  sole  discretion 
decide  to  prescribe  a  procedure  tmder 
which  the  PHA  may  apply  for  or  may 
receive  an  increase  in  operating  sub¬ 
sidy. 

(d)  Costs  beyond  the  control  of  the 
PHA.  Costs  attributable  to  unique  cir¬ 
cumstances  which  are  beyond  the  con¬ 
trol  of  the  PHA  and  were  not  refiected 
in  the  PHA’s  Base  Year  Expense  Level 
may  be  considered  for  supplemental  op¬ 
erating  subsidy  funding.  Where  costs 
were  refiected  In  the  PHA's  Base  Year 
Expense  Level,  but  the  rate  of  increase 
for  such  costs  is  greater  than  the  pre¬ 
scribed  PFS  inflation  rate(s),  then  the 
Increase  in  excess  of  that  provided  by 
the  inflation  rate  may  be  considered  for 
supplemental  operating  subsidy  ftmding. 
The  PHA  must  submit  to  the  HUD  Field 
Office  complete  documentation  relating 
to  those  cost  items  which  it  claims  to 
be  beyond  its  control.  Such  documenta¬ 
tion  shall  not  be  submitted  as  a  part  of 
the  requested  operating  budget,  but  shall 
be  submitted  separately  as  an  adden¬ 
dum  to  the  budget.  The  PHA  also  must 
show  that  these  additional  costs  cannot 
be  funded  from  its  own  resources.  In 
the  event  that  excess  fimds  are  avail¬ 
able  after  making  all  pa3nnents  approv- 
able  imder  §  890.104  of  these  regulations, 
HUD  may,  in  HUD’s  sole  discretion,  so¬ 
licit,  evaluate  and  approve  or  disapprove, 
in  full  or  in  part,  these  requests  for 
additional  operating  subsidy  for  costs 
beyond  the  control  of  the  PHAs. 


§  890.109  Projected  operating  income 
level.  ' 

(a)  Policy.  PFS  determines  the  amount 
of  (aerating  subsidy  for  a  particular 
PHA  based  in  part  upon  a  projection  of 
the  actual  dwelling  rental  income  and 
other  tecome  for  the  particular  PHA. 
The  projection  of  dwelling  rental  income 
is  obtained  by  computing  the  average 
monthly  dwelling  rental  charge  per  unit 
for  the  PHA,  and  projecting  this  amount 
for  the  Requested  Budget  Year  by  apply¬ 
ing  an  upward  trend  factor  (subject  to 
updating)  of  3  percent,  and  multiplying 
this  amount  by  the  average  number  of 
Project  Units  expected  to  be  occupied 
during  the  Requested  Budget  Year. 
Nondwelling  income  is  projected  by  the 
PHA  subject  to  adjustment  by  HUD. 
There  are  special  provisions  for  pro¬ 
jection  of  dwelling  rental  income  for  new 
projects. 

(b)  Computation  of  projected  average 
monthly  dwelling  rental  income.  'The 
projected  average  monthly  dwelling 
rental  income  per  unit  for  the  PHA  is 
computed  as  follows: 

(1)  Average  monthly  dwelling  rental 
charge  per  unit.  The  dollar  amount  of 
the  average  monthly  dwelling  rental 
charge  per  unit  shall  be  computed  on 
the  basis  of  the  total  dwelling  rental 
charges  (total  of  the  adjusted  rent  roll 
amounts)  for  all  Project  Units,  as 
shown  on  the  Rent  Roll  Control  and 
Analysis  of  Dwelling  Rent  Charges, 
which  the  PHA  is  required  to  maintain, 
for  the  first  day  of  the  month  which  is 
six  months  prior  to  the  first  day  of  the 
Requested  Budget  Year,  except  that  if  a 
change  in  the  total  of  the  Rent  Rolls  has 
occurred  in  a  subsequent  month  which  is 
prior  to  the  beginning  of  the  Requested 
Budget  Year  and  prior  to  the  submis¬ 
sion  of  the  Requested  Budget  Year  Op¬ 
erating  Budget,  the  PHA  shall  use  the 
latest  changed  Rent  Roll  for  the  pur¬ 
pose  of  the  computation.  This  aggre¬ 
gate  dollar  amount  shall  be  divided  by 
the  number  of  occupied  dwelling  units 
as  of  the  same  date. 

(2)  3  percent  increase.  The  avei-age 
monthly  'dwelling  rental  charge  per 
unit,  computed  under  subparagraph  ( 1 ) 
of  this  paragraph,  is  increased  by  3  per¬ 
cent  to  obtain  the  projected  average 
monthly  dwelling  rental  charge  per 
unit  of  the  PHA  for  the  Requested  Budget 
year. 

(3)  Average  percentage  of  occupancy. 
The  PHA  shall  estimate,  based  upon 
prior  occupancy  experience  and  the  cur¬ 
rent  ph3^1cal  cohdltlon  of  the  dwelling 
units,  the  projected  percentage  of  occu¬ 
pancy  for  all  Project  Units  for  the  Re¬ 
quested  Budget  Year.  Such  estimate  shall 
be  not  less  than  ninety-seven  percent 
(97  percent)  of  the  Project  Units  imles.^; 
the  PHA  establishes  to  HUD’s  satisfac- 
ti<Hi  that  a  lower  projected  occupancy 
percentage  is  justified  based  upon  Uie 
number  of  units  which  reasonably  can¬ 
not  be  expected  to  be  occimied  because 
(i)  they  are  unmarketable  due  to  lack  of 
demand;  (11)  they  cannot  be  occupied 
because  they  will  be  tenmorarily  removed 
from  the  Rent  Ron  for  aU  or  a  part  of 
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the  year  wiiile  being  r^iabliltated;  (lii> 
they  are  not  Inhabitable  due  to  the  lack 
of  funds  for  rdiabllltati(Mi,  or  (iy)  they 
have  been  removed  from  the  Rent  Boll 
pending  approval  for  deprogramming.  If 
the  units  are  to  be  removed  from  the 
Rent  Roll  for  only  a  part  of  the  fiscal 
year,  those  months  which  the  units  will 
be  occupied  shall  be  Included  in  the 
computation  of  the  average  percentage 
of  occupancy. 

(4)  Projected  average  monthly  dwell¬ 
ing  roital  income,  llie  estimated  average 
percentage  of  occupancy  under  sut^ra- 
grai^  (3)  of  this  paragtt^  shall  be 
multiplied  by  the  iHojecied  average 
monthly  dwelling  rental  charge  imder 
subparagrai^  (2)  of  this  paragraiA  to 
obtain  the  projected  monthly  dwdling 
rental  income  per  luiit. 

(c)  Projected  average  monthly  dvoelU 
ing  rental  charge  per  unit  for  new  Proj¬ 
ects.  The  projected  average  monthly 
dwelling  rental  charge  for  new  Projects 
which  were  not  availaUe  fm:  occupancy 
during  the  budget  year  prkM'  to  the  Re¬ 
quested  Budget  Year  and  which  will 
reach  the  End  of  the  Initial  Operating 
Period  (EIOP)  within  the  first  nine 
months  of  the  Requested  Budget  Year, 
shall  be  calculated  as  follows: 

(1)  If  the  PHA  has  another  Project 
or  Projects  imder  management  which 
^  comparable  in  terms  of  elderly  and 
nonelderly  t^iant  composition,  the  PHA 
shall  use  the  projected  average  monthly 
dwelling  rental  charge  for  such  Project 
or  Projects. 

(2)  If  the  PHA  has  no  other  Projects 
which  are  comparable  in  terms  of  elderly 
and  nonelderly  tenant  composition,  the 
HUD  Field  Office  will  provide  the  pro¬ 
jected  average  monthly  dwelling  r^tal 
charge  for  such  Project  or  Projects, 
based  on  comparable  Projects  located  In 
the  area. 

(d>  Estimate  of  additional  dwelling 
rental  income.  After  implementation  of 
the  provisimis  of  any  legislation  enacted 
or  any  HUD  administrative  action  taken 
subsequent  to  the  effective  date  of  these 
regulaticms,  which  affects  rents  paid  by 
tenants  of  Projects,  each  PHA  shall  sub¬ 
mit  a  revislcm  of  its  annual  operating 
budget  showing  an  estimate  of  any 
change  in  raital  income  which  it  an¬ 
ticipates  as  the  result  erf  the  implonen- 
tation  of  said  provisions.  HUD  shall  have 
•complete  discretion  to  adjust  the  pro¬ 
ject^  average  monthly  dwelling  rental 
charge  per  unit  to  reflect  such  change 
or  in  the  absence  (rf  this  submission,  if 
HUD  has  knowledge  of  such  change. 
HUD  also  shall  have  complete  discretion 
to  reduce  or  increase  the  operating  sub¬ 
sidy  approved  for  the  PHA  current  fiscal 
year  in  an  amount  equivalent  to  the 
change  In  the  rental  income. 

(e)  PHA’s  estimate  of  income  other 
than  dwelling  rental  income.  The  PHA 
shall  estimate  anticipated  interest  on 
general  fund  investments,  surcharges  for 
excess  utilities,  and  all  other  anticipated 
nondwelling  income.  These  estimates 
shall  be  based  on  the  judgment  of  the 
PHA  which  will  reflect  past  experience 
and  a  future  projection  for  the  Request¬ 
ed  Budget  Year,  and  shall  be  subject  to 


HUD  apiuroval.  The  estimated  amount, 
as  aiHMt>yed,  shall  be  divided  by  the  num¬ 
ber  of  Unit  Months  Available  to  obtain 
a  per  unit  per  month  amount.  Such 
amount  shall  be  added  to  the  luojected 
average  dwelling  rental  inccune  per  imit 
to  obtain  the  Projected  Operating  In- 
C(xne  Level 

(f)  Adjustments.  PHAs  may  request 
adjustments  in  accordance  with  §  890.- 
110. 

§  890.110  Reque«l!i  for  adjuslmcntti. 

Requests  by  PHAs  for  adjustments  un¬ 
der  PFS  may  only  be  submitted  to  HUD 
as  provided  in  this  section. 

(a)  Request  for  increase  of  base  year 
expense  level.  During  the  first  budget 
year  under  PFS,  a  PHA  may  request 
HUD  to  increase  its  Base  Year  Expense 
Level,  not  to  exceed  the  top  limit  of  the 
Range,  as  follows: 

(1)  Criteria  for  granting  an  increase 
to  bottom  limit  range.  A  request  for  an 
increase  of  the  Base  Year  Expoise  Lev^ 
to  an  amount  equal  to  or  less  than  the 
bott(»n  limit  of  the  PHA’s  Range  may  be 
granted  in  whole  or  in  part  by  HUD,  in 
its  discretion,  only  where  the  PHA  es¬ 
tablishes  to  HUD’S  satisfaction  that  the 
Base  Year  Expmse  Level  of  the  PHA  is 
unduly  d^ressed,  considering  the 
amoimt  of  operating  subsidy  (or  lack  of 
any  operatW  subsidy)  made  available 
to  the  PHA  under  the  Interim  Formula. 

(2)  Criteria  for  granting  increase 
above  bottom  limit  of  range  (.not  to  ex¬ 
ceed  top  limit).  A  request  for  an  in¬ 
crease  of  the  Base  Year  Exp^ise  Level  to 
an  amount  above  the  bottom  limit  (but 
not  to  exceed  the  top  limit)  of  the  PHA’s 
Range  may  be  granted  in  whole  or  in 
part  by  HUD  in  its  discretion  cmly  where 
the  PHA  establishes  to  HUD’s  satisfac¬ 
tion,  the  following: 

(i)  That  the  Base  Year  Expense  Level 
of  the  PHA  is  unduly  d^ressed  because 
of  the  elimination  cm:  curtailment  erf  es¬ 
sential  slices  in  light  of  the  amount 
of  operating  .  subsidy  (or  lack  of  any 
operating  subsidy)  made  available  to  the 
PHA  under  the  Interim  Formula;  and 

(ii)  That  i^e  PHA  without  such  in¬ 
crease  would  be  unable  to  restore  such 
curtailed  or  Zimina  ted  services,  consid¬ 
ering  the  amopnt  of  operating  subsidy 
that  would  be  paid  under  PFS  in  the 
light  of  such  unduly  d^ressed  Base  Year 
Expense  Level,  but  also  considering  the 
method  of  separately  determining  Utili¬ 
ties  Expense  Level  imder  §  890.107  and 
the  method  of  determini^  Projected 
Operating  Income  under  §  890.109.  Antic¬ 
ipated  costs  of  work  items  deferred  from 
previous  years  or  of  a  one-time  nature 
may  not  be  used  to  establish  the  above. 
Work  itons  of  a  cyclical  and  continuing 
nature,,  not  eligible  for  Modernization 
funds,  shall  be  considered  on  an  annual¬ 
ized  fa^is. 

(3)  Procedure.  A  request  under  this 
pai-agraph  (a)  of  this  section  may  only 
be  made  once  by  a  PHA.  Such  request 
shall  be  submitted  to  the  HUD  Field 
Office,  which  will  review,  modify  and 
am>rove  or  disapprove  the  request.  A  re¬ 
quest  under  this  subsection  must  include 
a  calculation  of  the  amount  per  unit  per 


month  of  requested  Increase  in  the  Base 
Year  Expense  Level,  and  must  show  the 
requested  increase  as  a  peremtage  of  the 
Base  Year  Expense  Lev^ 

(b)  Requests  for  adjustments  of  base 

year  expense  level  new  PHAs,  or  new 
projects.  A  new  PHA  or  a  Project  of  an 
existing  PHA  which  did  not  have  a  suffi¬ 
cient  number  of  units  available  for  oc¬ 
cupancy  in  the  Base  Year  to  incur  a 
level  of  operations  Ihat  is  representative 
of  an  entire  fiscal  year  of  operation,  is 
required  to  use  ite  Formula  Exp^ise 
Level  as  its  Base  Year  Expense  Level 
in  order  to  determine  its  Allowable  Ex¬ 
pense  Lev^  tor  the  first  budget  year 
under  PFS.  Sw^  PHA  may  request  an 
increase  in  Its  Base  Year  Expense  Level 
(not  to  exceed  the  top  limit  of  its  Range) . 
A  request  under  this  subsection  may  be 
granted  by  the  HUD  Field  Office,  in  its 
discretion,  only  vdiere  the  PHA  estab¬ 
lishes  to  HUD’s  satisfaction  that  the  Base 
Year  Expense  Level  computed  as  pro¬ 
vided  above,  without  adjustments,  will 
result  in  operating  subsidy  at  a  level  in¬ 
sufficient  to  support  a  reasonable  level 
of  essaitial  services.  Such  a  request  shall 
be  submitted  at  the  time  erf  submission 
of  the  Operating  Budget  for  the  first 
budget  year  under  PFS.  * 

(c)  Adjustments  of  Utilities  Expense 
Level.  A  PHA  receiving  operating  subsidy 
pursuant  to  the  provision  of  §  890.104, 
excluding  those  PHAs  that  receive  oper¬ 
ating  subsidy  solely  for  IPA  audit 
(8  890.108(a)),  must  submit  a  year-end 
adjustment  regarding  the  Utility  Expaise 
Level  approved  for  operating  subsidy  eli¬ 
gibility  purposes.  ’This  adjustment  which 
will  compare  the  actual  utility  expense 
and  consumption  for  the  PHA  fiscal  year 
to  the  estimates  used  for  subsidy  eligibil¬ 
ity  purposes,  shall  be  submitted  on  forms 
prescribed  by  HUD.  A  narrative  explana¬ 
tion  of  the  reasons  for  the  differences 
shall  be  a  part  of  the  submission.  ’This 
request  and  the  required  narrative  shall 
be  submitted  to  the  HUD  Field  Office  by 
a  deadline  established  by  HUD,  which 
will  be  during  the  PHA  fiscal  year  follow¬ 
ing  the  PHA  fiscal  year  for  which  an 
operating  subsidy  was  received  by  the 
PHA,  exclusive  of  a  subsidy  solely  for 
IPA  audit  costs.  Failure  to  submit  the 
required  adjustment  of  the  Utilities  Ex¬ 
pense  Level  by  the  date  due  may,  in  tlie 
discretion  of  HUD,  result  in  withholding 
of  further  operating  subsidy  payments 
until  it  Is  received.  Adjustments  under 
this  subsection  normally  will  be  made 
in  the  PHA  fiscal  year  following  the  year 
for  which  adjustment  is  applica*ble,  ex¬ 
cept  as  provided  In  subparagraph  (5)  of 
this  paragraph  or  unless  a  repayment 
plan  is  necessary  as  noted  in  paragraph 
(e)  of  this  section,  as  follows; 

(1)  A  decrease  in  Utilities  Expense 
Level  due  to  decreased  utility  rates  to  the 
extent  funded  by  operating  subsidy  will 
be  deducted  by  HUD  against  future  oper¬ 
ating  subsidy  payments. 

(2)  An  Increase  in  Utilities  Expense 
Level  due  to  Increased  utility  rates  will 
be  fully  funded  by  residual  recrfpts,  if 
available  during  that  fiscal  year,  or  by 
increased  operating  subsidy,  subject  to 
availability  of  funds. 
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(3)  Twoity-five  percent  of  any  de¬ 
crease  In  Utilities  Bxpoise  Level  due  to 
decreased  e<xisumption  will  be  retained 
by  the  PHA;  seventy-five  percent  will  be 
<^set  by  HUD  against  subsequent  pay¬ 
ments  of  operating  subsidy. 

(4)  An  increase  in  Utilities  Expense 
Levd  due  to  increased  consumption  will 
be  fully  funded  by  residual  receipts  after 
provision  for  reserves,  if  available; 
if  not  available  and  if  the  Increase 
would  result  in  a  reduction  of  the 
operating  reserve  below  the  authorized 
Tr>ft.yinr>iiTn,  seventy-five  percent  of  the 
amount  of  the  reduction  bdow  such  max- 
imiim  will  be  fimded  by  increased  operat¬ 
ing  subsidy  payments,  subject  to  the 
availability  of  funds,  if  such  excess  utility 
consumption  was  due  to  causes  which 
were  beyond  the  control  of  the  PHA. 

(5)  In  emergency  cases,  where  a  PHA 
establishes  to  HUD’s  satii^action  that  a 
severe  financial  crisis  would  result  from 
a  utility  rate  increase,  an  adjustment 
covering  (xily  the  rate  increase  may  be 
submitted  to  HUD  at  any  time  dxiring  the 
PHA  Current  Budget  Year.  Unlike  the 
adjustments  mentioned  in  paragraphs 
(c)  (1)  through  (c)  (4)  of  this  section, 
this  adjustment  shall  be  submitted  to  the 
HUD  Field  Office  by  revision  of  the  orig¬ 
inal  submission  of  the  estimated  Utility 
Excuse  Level  for  the  fiscal  year  to  be 
adjusted. 

(6)  Supporting  documentation  sub¬ 
stantiating  the  requested  adjustments 
shall  be  retained  by  the  PHA  pending 
HUD  audit. 

(d)  Requests  for  adjustments  to  pro¬ 
jected  average  monthly  dwelling  rental 
income.  Requests  for  adjustments  to  pro¬ 
jected  average  monthly  dwelling  rental 
Income  may  be  made  as  follows: 

(1)  Criteria  for  granting  request.  A 
PHA  may  request  an  adjustment  to  pro¬ 
jected  average  monthly  dwelling  rental 
lnc(Hne  under  PPS  if  the  PHA  can  estab¬ 
lish  to  HUD’S  satisfaction  that  the  pro¬ 
jected  amount  c(»nputed  pursuant  to 
S  890.109  was  not  attained  because  of 
circiunstsmces  beyond  the  control  of  the 
PHA,  such  as  a  substantial  increase  in 
general  imemplosrment  in  the  locality,  or 
because  of  a  revision  of  the  PHA’s  rent 
schedule  which  has  been  approved  by 
HUD.  The  PHA  must  also  demonstrate 
to  HUD’s  satisfaction  that  it  has  estab¬ 
lished  and  is  effectively  implementing 
tenant  selection  criteria  in  compliance 
with  HUD  requirements.  HUD  shall  have 
complete  discretion  to  approve  com¬ 
pletely.  approve  in  part  or  deny  any  re¬ 
quested  adjustment  to  projected  aver¬ 
age  monthly  dwelling  rental  income. 

(2)  Procedure.  A  request  for  an  ad- 
Justm^t  under  this  subsection  shall  be 
submitted  to  the  HUD  Field  Office  by  a 
deadline  established  by  HUD,  which  will 
be  within  twelve  months  following  the 
PHA’s  fiscal  year  being  adjusted.  In 
emergency  cases,  however,  where  a  PHA 
establishes  to  HUD’s  satisfaction  that  de¬ 
creased  rental  income  would  result  in  a 
severe  financial  crisis,  a  request  for  ad¬ 
justments  may  be  submitted  to  HUD  at 
an  earlier  time. 

(e)  HUD-initiated  adjustments.  Not- 
withstandlng  any  other  provisions  of  this 
Subpart,  HUD  may  at  any  time  make 


downward  adjustments  in  the  amount 
the  PHA’s  operating  subsidy  as  a  result 
of  data  subsequently  available  to  HUD 
which  alters  any  of  the  cmnponents,  data 
and  projections  up<m  which  the  iq>im>ved 
operating  subsidy  was  based.  Normally, 
tills  adjustment  shall  be  made  in  total  in 
the  PHA  fiscal  year  In  which  the  needed 
adjustment  is  determined;  however,  if 
this  adjustment  would  cause  a  severe  fi¬ 
nancial  hardship  on  the  PHA,  the  HUD 
Field  Office  may  establish  a  recovery 
schedule,  which  represents  the  minimum 
number  of  years  needed  for  repayment. 

§  890. 1 1 1  Operating  re8er\'e8. 

(a)  Utilization  of  operating  reserves. 
HUD  will  not  approve  an  operating 
budget  or  budget  revision  which  pro¬ 
poses  to  utilize  operating  reserve  funds 
that  would  cause  the  reserve  balance 
to  fall  below  40  percent  of  the  maximum 
operating  reserve  tor  the  requested 
budget  year,  unless  the  PHA  fully  docu¬ 
ments  that  such  lesser  reserve  level  will 
be  sufficient  to  meet  the  working  capital 
needs  of  the  PHA.  If  operating  reserves 
are  utilized  in  excess  of  the  amount  ap¬ 
proved  by  HUD  in  the  operating  budget, 
HUD  is  not  obligated  to  provide  addi¬ 
tional  operating  subsidy  to  restore  such 
funds. 

(b)  Augmentation  of  the  operating  re¬ 
serve.  The  PPB  does  not  specifically  pro¬ 
vide  operating  subsidy  to  augment  the 
PHA’s  operating  reserve.  However,  tire 
full  amount  of  the  PHA’s  <^rating  sub¬ 
sidy  eligibility  may  provided  to  the 
PHA,  and  some  part  mr  all  of  this  amount 
may  be  used  to  augment  tiie  op^uting 
reserve  as  long  as  the  estimated  year- 
end  reserve  balance,  as  shown  in  the  ap¬ 
proved  operating  budget  for  the  year  for 
which  the  funds  are  requested,  does  not 
exceed  the  Maximum  Operating  Reserve 
amount  as  shown  in  the  same  operating 
budget. 

§  890.112  Operating  Budget  submis* 
sion  and  approval. 

(a)  Required  board  resolution.  In  ad¬ 

dition  to  other  budget  documentation  re¬ 
quired  by  HUD,  each  Operating  Budget 
or  Operating  Budget  revision  submitted 
to  HUD  pursuant  to  the  provisions  of 
PFS  shall  Include  a  certified  c(g)y  of  a 
Resolution  of  the  Board  of  Commission¬ 
ers  stating  that  the  Board  has  reviewed 
and  approved  the  Operating  Budget  or 
Operating  Budget  revision  and  has 
found:  ~ 

(1)  That  the  proposed  expenditures 
are  necessary  In  the  efficient  and  eco¬ 
nomical  operation  of  the  housing  for  the 
purpose  of  serving  low-income  families. 

(2)  That  the  financial  plan  is  reason¬ 
able  in  that: 

(1)  It  Indicates  a  source  at  fimding 
adequate  to  cover  all  proposed  expendi¬ 
tures. 

(ii)  It  does  not  provide  for  use  of  Fed¬ 
eral  funding  in  excess  of  that  payable 
under  the  provisions  of  these  r^ulations. 

(3)  That  all  proposed  rental  charges 
and  expenditures  will  be  consistent  witii 
provisions  of  law  and  the  Annual  Con¬ 
tributions  Contract. 

(b)  HUD  limited  Operating  Budget 
review.  Detailed  HUD  review  of  the  Op¬ 


erating  Budgets  or  Operating  Budget  re- 
vlskma  normally  will  be  limited  to  the 
prescribed  PFS  forms.  Under  this  pro¬ 
cedure,  although  the  Operating  Budget 
normally  will  not  be  reviewed  in  depth, 
the  operating  reserve  calculation  in  aU 
caseqjivill  be  examined  and  budget  modi¬ 
fications  will  be  made  where  the  operat¬ 
ing  reserve  provisloDs  are  not  in  accord¬ 
ance  with  HUD  requirements.  In  addi- 
tkm,  if  the  HUD  Field  Office  finds  that 
an  Operating  Budget  is  IxuxHnplete,  in¬ 
cludes  illegal  or  ineligible  expenditures, 
mathematical  errors  or  errors  in  the  ap¬ 
plication  of  accounting  procedures,  or  is 
otherwise  imacceptable,  the  HUD  Field 
Office  shall  modify  or  disapprove  the  Op¬ 
erating  Budget.  The  HUD  Field  Office 
may  at  any  time  require  the  submission 
by  the  PHA  of  further  information  re¬ 
garding  an  Operating  Budget  or  Operat¬ 
ing  Budg^  revision. 

(c)  Withdrawal  by  HUD  of  limited  Op¬ 
erating  Budget  review.  HUD  reserves  the 
right  at  any  time  to  deviate  from  the  lim¬ 
ited  Operating  Budget  review  provided  in 
paragraph  (b)  of  this  section  if  HUD 
finds  that  the  PHA  is  operating  its  pro¬ 
gram  In  a  manner  which  threatens  the 
future  serviceability,  efficiency,  economy, 
or  stability  of  the  housing  which  it  oper- 
ates.  If  such  action  is  deemed  necessary, 
the  HUD  Field  Office  will  normally  notify 
the  PHA  prior  to  its  submission  of  the 
Operating  Budget  that  HUD  will  subject 
the  ChTerating  Budget  to  a  detailed  re¬ 
view.  The  PHA  will  be  notified  when  its 
operation  no  longer  threatens  the  future 
servlceablUti^,  efficiency,  economy  or  sta¬ 
bility  of  the  housing  and  that  the  limited 
review  as  provided  In  paragraph  (b)  of 
this  section  Is  being  reinstated. 

§  890.113  Payments  procedure  for  Op¬ 
erating  Sidisidy  under  PFS. 

(a)  General.  Payments  of  operating 
subsidy  to  each  PHA  under  PFS  shall  be 
made  in  advance  pro  rata  (in  accordance 
with  approved  payments  schedtiles)  at 
the  beginning  of  each  year,  or  each 
month  or  each  quarter,  as  determined  by 
HUD,  subject  to  the  availability  of  funds. 

(b)  Payments  procedure.  In  the  event 
that  the  amount  of  operating  subsidy 
has  not  been  determine  by  HUD  as  of 
the  beginning  of  a  PHA’s  budget  year 
tmder  these  PFS  regulaticms,  annual  or 
monthly  or  quarterly  payments  of  oper¬ 
ating  subsidy  shall  be  made,  as  provided 
in  paragraph  (a)  of  this  section,  based 
upon  the  amoimt  of  the  PHA’s  operating 
subsidy  for  the  previous  budget  year  or 
such  other  amount  as  HUD  may  deter¬ 
mine  to  be  appropriate. 

(c)  Availability  of  funds.  Ih  the  event 
that  insufficient  funds  are  available  to 
make  payments  approvable  imder  PFS 
for  operating  subsidy  payable  by  HUD, 
HUD  shall  have  complete  discretion  to 
revise,  on  a  pro  rata  basis  or  other  basis 
established  by  HUD,  the  amounts  of  op¬ 
erating  subsidy  to  be  paid  to  PHAs. 

§  890.114  Payments  of  Operating  Sub¬ 
sidy  Condkimied  Upon  Certification 
of  Rent-btoome  Ratio. 

Section  9(b)  of  the  USH  Act  provides 
that  as  a  condtiton  of  eligibility  for  a 
PHA  to  receive  operating  subsidy,  the 
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“aggregate  rentals  required  to  be  paid  in 
any  year  by  families  residing  in  the 
dwelling  units  administered  by  a  Public 
Housing  Agency  •  *  *  shall  not  be  less 
than  an  amount  equal  to  one-fifth  of  the 
Slim  of  the  incomes  of  all  such  families.” 
These  provisions  were  implemented  by 
the  publication  of  an  Interim  Rule,  Part 
860  Subpart  D — Minimum  and  Maximum 
Rent-Income  Ratios  and  Minimum 
Rent  Requirements,  published  in  the 
Federal  Register  on  September  26, 1975, 
40  FR  44323-44326.  Each  submission  of 
an  Operating  Budget  or  revision  thereof, 
shall  be  accompanied  by  a  certification 
by  the  PHA  that  it  is  in  compliance  with 
the  requirements  of  Section  9(b)  of  the 
U.S.  Housing  Act  and  of  $  860.407  of  24 
CFR  Part  860,  including  any  amend¬ 
ments  thereto. 

§  890.115  Payments  of  Operating  Sub¬ 
sidy  Conditioned  upon  Reexamina¬ 
tion  of  Incomes  of  Families  'in 
Occupancy. 

(a)  Policy.  Sectitm  207,  Continued  Oc¬ 
cupancy,  Subsection  (A)  of  Part  n  of  the 
Annual  Contributions  Contract,  which 
sets  forth  HUD  policy  regarding  the  pro¬ 
vision  of  the  United  States  Housing  Act 
of  1937,  as  amended,  for  the  reexamina¬ 
tion  of  families,  requires  that  “the  PHA 
shall  at  least  once  a  year  reexamine  the 
incomes  of  families  living  in  the  Project 
except  that  families  whose  heads  (or 
their  spouses)  or  whose  sole  m^nbers  are 
62  years  of  age  or  over  may  be  reex¬ 
amined  only  once  every  two  years:  Pro¬ 
vided,  that  the  length  of  time  between 


the  admission  of  a  family  subject  to 
yearly  reexamination  and  the  flmt  re¬ 
examination  of  such  family  may  be  ex¬ 
tended  to  not  more  than  18  months  If 
necessary  to  fit  a  reexamination  sched¬ 
ule  established  by  the  PHA.”  PHAs  must 
be  in  compliance  with  the  requirement 
of  Section  207(A)  to  be  eligible  to  receive 
full  operating  subsidy  payments. 

(b)  PHAs  in  compliance  with  require¬ 
ment.  Each  submission  of  an  Operating 
Budget  or  revision  thereof,  shall  be  ac¬ 
companied  by  a  certification  by  the  PHA 
that  it  is  in  compliance  with  the  require¬ 
ment  of  Section  207(A),  Part  H,  of  the 
Annual  Contributions  Contract,  and  that 
rents  have  been,  or  will  be  adjusted  in 
accordance  with  the  PHA’s  rent  schedule. 
PHAs  for  which  Operating  Budgets  for 
fiscal  years  beginning  on  or  after  Octo¬ 
ber  1, 1976,  have  already  been  submitted, 
shall  submit  the  required  certification 
within  60  days  after  the  effective  date 
of  Part  890  Subpart  A. 

(c)  PHAs  not  in  compliance  with  re¬ 
quirement.  PHAs  not  in  compliance  with 
the  above  mentioned  requirement  of 
Section  207(A)  as  of  the  effective  date 
of  Part  890  Subpart  A,  must  submit  a 
procedme  and  a  time  schedule  to  the 
HUD  Field  Office  within  60  days  after 
the  effective  date  which  indicates  that 
all  reexaminations  that  are  delinquent 
piu’suant  to  the  time  schedule  estab¬ 
lished  in  SeetKm  207(A)  will  have  been 
conducted  by  June  30, 1977,  and  that  all 
^propria te  rent  adjustments  will  be 
made. 


(d)  PHAs  not  in  compliance  by  June 
30.  1977  or  thereafter.  Any  PHA  not  in 
compliance  with  Section  207(A)  as  of 
June  30,  1977,  or  at  the  time  of  subse¬ 
quent  Operating  Budget  submissions  or 
submissions  of  revisions  thereof,  shall 
furnish  to  the  HUD  Field  Office,  a  copy 
of  the  procedure  implementing  the  re¬ 
quirement  of  Section  207  (A)  and  a  state¬ 
ment  of  the  number  of  elderly  and  non- 
elderly  families  that  have  undergone  re¬ 
examination  during  the  twelve  months 
preceding  June  30,  1977,  or  the  twelve 
months  preceding  the  date  of  the  Oper¬ 
ating  Budget  submissions,  or  the  revision 
thereof.  If,  on  the  basis  of  such  submis¬ 
sion,  or  any  other  information,  the  Field 
Office  Director  determines  that  the  PHA 
is  not  substantially  in  compliance  with 
the  requirement  of  Section  207(A),  he 
shall  withhold  payments  to  which  the 
PHA  may  be  otherwise  entitled  under 
Part  890  Subpart  A,  equal  to  his  estimate 
of  the  loss  of  rental  income  to  the  PHA 
resulting  from  its  failure  to  comply  with 
the  requirement  of  Section  207(A). 

Note:  It  Is  hereby  certified  that  the  eco¬ 
nomic  and  Infiatlonary  impacts  of  this  regu¬ 
lation  have  been  carefully  evaluated  in 
accordance  with  OMB  Circular  A-107. 

Effective  date:  This  revision  to  Part 
890,  Subpart  A,  is  effective  January  20. 
1977. 

James  L.  Young, 

Assistant  Secretary  for  Housing- 
Federal  Housing  Commissioner. 
(PR  Doc.76-37381  Piled  12-20-76:8:45  am] 
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